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good. Activity had continued its steady course of about 20 points above 

normal (its approximate level for the past 3 years), mortgage recordings 
set an all-time high despite ever-present lamentations from certain sections 
about a money shortage, and residential construction volume moved past the one 
miliion mark for the fifth straight year. On the bare bones of real estate statis- 
tics, there is little to indicate a downturn of more than minor proportions. * 


A S 1953 moved into its final month, the real estate picture was surprisingly 


Our national real estate activity index dropped 
REAL ESTATE ACTIVITY four-tenths of a point in November to a level of 

21.1 points above normal. In contrast, the in- 
dex was at 18.1 in November 1952, and 14.4 in November 1951. There were no 
startling changes in real estate activity in any of the 100 cities from which we 
gather our activity data. Moreover, the number of cities where activity rose 
(slightly) was about equal to the'number where activity fell (also slightly). 


We are still firm in our belief that the real estate industry will undergo a 
period of adjustment. As our readers know, we do not anticipate anything so 
deep and protracted as the dreadful decade of the thirties. However, the under- 
lying factors point to a slackening demand for housing and a resultant decline in 
home building, lending and real estate sales. While the present boom is not 
over, it is drawing to a close, and although this is certainly no time to dive into 
the storm cellar, it won’t hurt a bit to know where one is. 


The small charts on page 554 show that up through 1950, overhead expense 
was putting an increasing squeeze on the profits of real estate brokerage firms. 
This is probably even more pronounced today. It therefore is certainly sound 
business for brokers not to clutter up their office with a lot of unmakable deals. 


We have all seen the phrase “asking price” following the advertised price of 

a piece of property. All too often this asking price represents the top limit that 

the owner of the property hopes to get. He really doesn’t expect to get it, but 
(cont. on page 555) 





*A more detailed appraisal of the 1954 outlook will appear in our January Real 
Estate Trends and As I See Bulletins. 
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PROFITS OF REAL ESTATE BROKERAGE CORPORATIONS 


HE average net income of all real estate brokerage corporations report- 
t ing net income reached its peak of $9,650 in 1946. The year 1950 was 

the second best, with a figure of $8,730. Naturally enough, these 2 years 
were also peak years in real estate activity (see cycle chart on page 557). These 
figures, and others making up the three small charts below, are taken from 
data on corporate income published by the Bureau of Internal Revenue. While 
no figures are available on unincorporated brokerage offices, the chances are 
that their profits have followed the same general trend. 


The first chart shows the number of real estate brokerage corporations that 
made income tax returns from 1940 to 1950 compared with the number showing a 
profit. 


The second chart shows the average income per firm (in dollars) and the 
percent of net income earned by brokerage corporations during the same period. 
This chart shows the previously mentioned $9, 650 average net income in 1946. It 
also shows that this was 18% of the gross income that year. 


In the third chart, total income is compared with net income. Again, only 
the income figures for real estate brokerage corporations reporting net income 
are used. 
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(cont. from page 553) 


will be willing to sell if he does. There is practically no limit to the number of 
listings that can be obtained if the broker will accept the owner’s terms. Over- 
priced listings are certainly easy to get, but in most cases they simply add to the 
broker’s inventory and increase his overhead without increasing sales volume. 


Our appraisal department recently appraised a rundown old house in a de- 
clining neighborhood for $6,000. We were surprised to learn that the “asking 
price” was $16,000. To be sure, this is an extreme case, but an asking price 
of $16, 000 on a $12, 000 house is_ not at all unusual. 


So far as the “asking price” gimmick is concerned, it can usually be inter- 
preted to mean “This is how much we would like to get. Come see it and tell us 
what you think it is really worth.” In the words of one of our clients, “It wrecks 
buying and makes almost every deal an auction.” During the tail end of a real 
estate boom, the number of property owners seeking a fat profit by means of an 
unrealistic listing almost always increases. There is also a tendency among 
brokers to attempt to bolster dropping sales volume by adding more properties 
to their inventory, and they accept listings on almost any terms. What we are 
getting at is this - overpriced listings sometimes sell, but to follow a policy of 
encouraging or accepting them does a disservice to the broker, his salesmen, his 
client, and to the real estate business in general. 


The “trade-in” policy of new houses for old is a fine idea. Over the long pull 
it can be a sharp and useful tool in selling a larger volume of new houses than 
would be sold without it. Perhaps it will some day grow into as permanent a part 
of our economy as the used car business. However, any lofty hopes for its im- 
mediate and unqualified success are dampened by a look at the present status of 
the used car business over most of the country. 


The overall plan is a good one. The builder accepts the old house (or the 
equity in the old house) as a down payment on one of his new houses. He then 
renovates or remodels the old house and holds it for rent or sells it. Both ends 
of the deal are eligible for FHA insurance. Despite the many obvious advantages 
to the plan, there are two important factors that builders will do well to keep in 
mind: 1. The market for older homes has been slipping for several years. In 
most cases the older house needs more than a decorating job to restore it to its 
full utility. 2. The renovation and remodeling of homes is a specialized field. 
Costs of certain phases frequently run higher than those of the same operation in 
new construction. Bwyilders should not get into a remodeling program too deeply 
until they have more experience in redoing older houses. 


Neighborhoods in which the older houses are located should also be closely 
evaluated in order to make sure that the contemplated renovation does not result 
in overimprovement of the property. 
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As shown by the chart and table below, our real 
REAL ESTATE estate sales price index continued its seasonal 
SALES PRICE INDEX decline in November. We have pointed out be- 

fore that this seasonal decline has been quite 
consistent during recent years. Although some recovery will probably occur 
in the spring, it is too soon to guess how far it will go. 


It is a good bet that the home building industry 
RESIDENTIAL CON- - will receive more Government encouragement 
STRUCTION VOLUME in 1954. Although it will be channeled into va- 

rious lines, there will be a single purpose to 
it - to make it easier for more people to buy their own homes. 


The recommendations of the President’s Advisory Committee on Housing 
still have to be hammered into law by Congress. In the process, some of the 
recommendations will be altered and others will be left out altogether. It seems 
certain, however, that some definite steps will be taken in 1954 to relieve the 
constantly recurring crisis of FHA-VA interest rates. Transfer of Fanny May 
to the National Mortgage Marketing Corporation also seems to stand a good chance 
of winning congressional approval. More activity in urban redevelopment can 
also be expected, but it is virtually certain that Federal assistance will be with- 
held from those cities that fail to set up and enforce minimum standards of health 
and safety. 


REAL ESTATE SALES PRICE COMPARISONS IN NOV. 1953 


330 


With preceding 
10 
month | 0% 


4 


INDEX 1939 - 100 


REAL ESTATE SALES PRICE INDEX 


With same month 
preceding year 1952 1953 
1.8% Probable selling 
Selling price of a house 
price that sold for 
Date index $5, 000 in 1939 


1939 100 $ 5,000 
1940 (2nd half) 110 5, 500 


June ’52 & Oct. ’51 peak 310 15, 500 

With peak (October Dec. ’52 276 13, 800 
1951 and June 1952) Jan. °53 287 14, 350 
7 A% Feb. through May ’53 290 14, 500 

June ’53 300 15, 000 

Sept. '53 297 14, 850 

Oct. °53 290 14, 500 

Nov. ’53 287* 14, 350° 


*Preliminary. 
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The close correlation between department store 
RETAIL SALES sales and disposable income is shown on the 

chart above. It is very unusual for department 
store sales to show a protracted decline unless there is also one in disposable 
income. Present indications are that any downturn in disposable income during 
early 1954 will be small. Therefore, we do not expect a serious drop in depart- 
ment store sales in the next few months. However, department stores and vir- 
tually all other retail establishments will be fighting to keep rising operating 
costs from cutting deeper into their net. Many appliance stores, automobile 
dealers, and automobile accessory stores will be hit hard in 1954. Their losses, 
however, will at least be partially offset by gains in other lines, chiefly in men’s 
clothing and accessories. 


The Bureau of the Census has published its “County 
and City Data Book - 1952.” It presents 1950 data 
on agriculture, area and population, banking, city 
government finances and employment, construction, 
education, family income, housing, labor statistics 
and other subjects. It presents 1947 and 1950 data 
on manufacturing and 1948 data on trade and services. 
Information is for counties and cities. Price - $4.25. 
May be ordered from U. S. Government Printing Of- 
fice, Washington,25, D. C. A very useful volume for 
real estate men and mortgage lenders. 














INCREASES IN BUILDING COSTS SINCE 1939 


ST. LOUIS 
December 1953 


SIX-ROOM BRICK HOUSE 

(FRAME INTERIOR)* 
Content: 23, 100 cubic feet 

1, 520 square feet 

Cost 1939: $ 6, 400 

(27. 7¢ per cubic foot; $ 4.21 per square foot) 
Cost today: $17, 217 

(74. 5¢ per cubic foot; $11.33 per square foot) 
INCREASE OVER 1939 = 169. 0% 


FIVE-ROOM BRICK VENEER HOUSE* 
Content: 24,910 cubic feet 
1,165 square feet 

Cost 1939: $ 5, 440 

(21. 8¢ per cubic foot; $ 4.67 per square foot) 
Cost today: $14, 952 

(60.0¢ per cubic foot; $12.83 per square foot) 
INCREASE OVER 1939 = 174.9% 


SIX-ROOM FRAME HOUSE* 
Content: 24, 288 cubic feet 
1,650 square feet 

Cost 1939: $ 5,671 

(23.4¢ per cubic foot; $ 3.44 per square foot) 
Cost today: $16, 937 

(69. 7¢ per cubic foot; $10.26 per square foot) 
INCREASE OVER 1939 = 198. 7% 


6-ROOM CALIFORNIA BUNGALOW - NO BASEMENT 
Content: 12,119 cubic feet 
992 square feet 


Cost 1939: $3,392 

(28.0¢ per cubic foot; $3.42 per square foot) 
Cost today: $9, 337 

(77.0¢ per cubic foot; $9.41 per square foot) 
INCREASE OVER 1939 = 175. 3% 


*Costs include full basement. 
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